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AUDITING STANDARDS BOARD (ASB) MEETING
August 26-28, 2008
Parsippany, NJ
MEETING ATTENDANCE
ASB Members
Harold Monk, Jr., Chair
Jacob Cohen
Walt Conn
Tony Costantini
Bob Dohrer
Charles Frasier
Nick Mastracchio
Jorge Milo
Andy Mintzer
Keith Newton
Pat Piteo
Randy Roberts
Darrel Schubert
Tom Stemlar
Stephanie Westington
Art Winstead
Megan Zietsman
Absent
Sheila Birch
Doug Prawitt
AICPA Staff
Mike Glynn, Audit & Attest Standards
Ahava Goldman, Audit & Attest Standards
Chuck Landes, Audit & Attest Standards
Richard Miller, General Counsel & Trial Board
Andy Mrakovcic, Audit & Attest Standards
Judith Sherinsky, Audit & Attest Standards
Linda Delahanty, Audit & Attest Standards (7/31 by phone)
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Observers and Guests
Mike Adasczik, KPMG LLP (8/27 only)
Josh Burgdorf, KPMG LLP
Brian Croteau, PricewaterhouseCoopers LLP
Julie Anne Dilley, PricewaterhouseCoopers LLP
Jeff Ellis, Securities and Exchange Commission
John Fogarty, Deloitte Touche
Brian Fox, Capital Confirmations
George Fritz (8/28 only)
Harrison Greene, U.S. Dept. of Education Office of Inspector General
Diane Hardesty, Ernst & Young LLP
Allison Henry, PICPA (8/27)
Jason Keen, Deloitte & Touche LLP
Art Lindo, Board of Governors of the Federal Reserve (8/26 and 8/27 only)
Maria Manasses, Grant Thornton LLP
Jeff Markert, KPMG LLP (8/26 only)
Dan Montgomery, Ernst & Young (8/27 only)
Mindy Montgomery, Deloitte & Touche LLP
Jeff Sage, KPMG LLP
Gail Vallieres, Government Accountability Office
Mary Anne White, Practitioners Publishing Company

Mr. Monk welcomed everyone to the meeting, including Gail Vallieres who is sitting in
for Abe Akresh. He thanked Megan Zietsman, John Fogarty and Deloitte Touche for
hosting this meeting at their beautiful facility.
Mr. Landes thanked Ms. Zietsman on behalf of the AICPA.
AGENDA ITEMS PRESENTED AT MEETING
1.
Required
Supplementary
Information/Supplemental Information

Information/Other

Supplementary

Mr. Markert, Chair of the Required Supplementary Information/Supplementary
Information Task Force (Task Force), Mr. Roberts and Mr. Glynn led a discussion of the
proposed Statements on Auditing Standards (SASs) entitled
• Required Supplementary Information (the “RSI SAS”),
• The Auditor’s Responsibility in Relation to Supplementary Information Not
Required by a Designated GAAP Standard Setter in Documents Containing
Audited Financial Statements (the “OSI SAS”), and
• The Auditor’s Responsibility When Engaged to Opine as to Whether
Supplementary Information is Fairly Stated in Relation to the Basic Financial
Statements Taken as a Whole (the “In Relation To SAS”).
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Following is a summary of the most significant issues discussed at the meeting:
RSI SAS.
• The ASB questioned whether the proposed effective date of “periods ending on or
after December 15, 2009” should coincide with the other clarified SAS documents
– which would result in a 2010 effective date, and agreed with the Task Force that
the RSI document would need to be effective sooner as there is a pressing need
for guidance.
•

The ASB determined that the auditor’s objective with respect to RSI is to
communicate any material modifications that are identified, and directed the Task
Force to revise the objective accordingly.

•

The ASB discussed whether the public would be better served by a report that
included a detailed description of the procedures performed. After considering
including a reference to the appropriate AU section in the report as well as a
detailed description of the procedures performed, the ASB concluded that the
public would be best served by a report that referred to certain limited procedures,
which consisted of inquiries of management and other limited procedures as
prescribed by GAAS relative to required supplementary information.

•

The ASB also concluded that the procedures performed were insufficient to allow
the expression of limited assurance on the required supplementary information.

OSI SAS
• The ASB directed the Task Force to prepare a flowchart that shows the
composition of supplementary information. Such flowchart should show the
breakout between required supplementary information and other supplementary
information and the relevant AU section where requirements and guidance would
be found for each. The ASB agreed that such a flowchart would increase
practitioners’ understanding of the relevant requirements and guidance.
•

The ASB discussed the Task Force’s determination to provide guidance prior to
and subsequent to the auditor’s report date and determined that the relevant date
should be the report release date. The ASB directed the Task Force to reconsider
the requirements and guidance and to redraft to provide guidance using the report
release date as the date that the requirements and guidance change.

•

The ASB considered whether the draft OSI SAS should contain a requirement
that the auditor report on the OSI and concluded that a reporting requirement is
not necessary. The ASB directed the Task Force to include reporting guidance
modeled after the disclaimer included in AU section 504, Association With
Financial Statements, paragraph .05.

In Relation To SAS
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•

•

•

As there is confusion amongst practitioners with respect to the level of assurance
provided by an “in relation to” opinion as well as a great diversity in practice with
respect to the amount of work performed, the ASB directed the Task Force to
consider developing two separate documents. One would provide requirements
and procedures when the accountant is engaged to provide a high level of
assurance on the supplementary information. The ASB acknowledged that such
requirements and guidance may already exist in the section of AU 623, Special
Reports that deals with specified elements, accounts, or items of a financial
statement. The other document would deal with engagements as currently
performed but would revise the reporting requirements so as to be more
descriptive and clear as to what the auditor has done and the level of assurance
provided.
The ASB directed the Task Force to provide more detail in the scope paragraph
(paragraph A1) to make clear to readers as to the level of assurance provided in an
in relation to opinion. The ASB determined that, in accordance with current
practice, a opinion on supplementary information in relation to the financial
statements as a whole provides a high level of assurance that the supplementary
information is not misstated by an amount that would be material to the financial
statements.
With respect to the required procedures, the ASB directed the Task Force to
consider including guidance with respect to the degree of audit work that the
auditor would be required to perform in the financial statement audit regarding
internal control. The ASB further concluded that the procedures would have to be
drafted in such a manner as to ensure that auditors perform certain minimal
procedures – that is, that the auditor is not opining on something so immaterial
that no audit work would be required.

The ASB directed the Task Force to bring revised drafts to the ASB at its meeting in
October 2008.
2.

Overall Objectives and Preface

Mr. Fogarty, chair of the Clarity Task Force, led the discussion of the proposed Preface to
the Codification of Statements on Auditing Standards, Principles Governing an Audit,
and a proposed SAS, Overall Objectives of the Independent Auditor and the Conduct of
an Audit in Accordance with Generally Accepted Auditing Standards based on proposed
ISA 200 (Revised and Redrafted), Overall Objectives of the Independent Auditor and the
Conduct of an Audit in Accordance with International Standards on Auditing.
Proposed Preface to the Codification of Statements on Auditing Standards,
Principles Governing an Audit Conducted in Accordance With Generally Accepted
Auditing Standards
The ASB directed the Task Force to make the following changes to the Principles:
• Principles 1 and 7, change “present fairly” to “prepared”.
•

Principle 2(b), change to conform to paragraph A2 (b) of proposed SAS.

•

Principle 3, change as follows:
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Auditors are responsible for having technical training and proficiency
adequate appropriate competence and capabilities to perform the audit;
complying with relevant ethical requirements including those pertaining to
independence and due professional care; and exercising professional judgment
and maintaining professional skepticism, throughout the planning and
performance of the audit.

Proposed SAS, Overall Objectives of the Independent Auditor and the Conduct of an
Audit in Accordance with Generally Accepted Auditing Standards
The ASB reviewed the proposed SAS and directed the task force to:
• ¶5, Add “but not absolute”
• 13(f), A8 changed “other” to “regulatory or contractual-based”
• 13(f) added “issued by the International Accounting Standards Board (IASB)” to
be consistent with reference in paragraph A8.
• 13(j) conform the definition of management in the proposed SAS and in proposed
SAS 114 (Redrafted), to that used in the ISAs, as finalized by conforming
amendment to ISA 260.
• 13(r) conformed definition of those charged with governance to that used in
proposed SAS 114 (Redrafted) . ISA 260 changed by conforming amendment
• 14 deleted “professional” to be consistent with AICPA Code of Conduct
• 24 delete “generally accepted auditing standards” as unnecessary language.
• 26 changed “be satisfied that, in his or her judgment, it is both relevant to the
circumstances of the audit, and appropriate” to “, using professional judgment,
assess the relevance and appropriateness of such guidance to the circumstances of
the audit” to clarify the language.
• A4 deleted “independent” as unnecessary.
• A8 deleted “often” as unnecessary.
• A9 changed “such frameworks” to “example” and “would” to “might” to make
the statement true for governmental frameworks.
• A14 deleted “when reporting on his or her opinion on the financial statements
taken as a whole” as unnecessary and confusing.
• Added application paragraph (A18) “Due care requires the auditor to discharge
professional responsibilities with competence and to have the appropriate
capabilities to perform the audit and enable an appropriate auditor’s report to be
issued.”
• A24 (A25) added the sentence “The auditor neither assumes that management is
dishonest nor assumes unquestioned honesty.” from AU section 230.
• A28 (A29) added “standards”
• A53 (A54) changed “mitigating” to “lessening” as word is more easily understood
in the US
• A55 (A56) deleted “(the auditor)” and “due” as unnecessary.
• A56 (A57) changed “deal with” to “address”
• A60 (A61) added “statement”
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•
•
•

A71 (A72) changed “have regard to” to “consider”
A75 (A76) changed language to conform to AU 325 paragraph 18.
A78 (A79) deleted “and are cross-referenced from the related AU sections in AU
Appendix C”.

The ASB voted to ballot the proposed documents for exposure.

3.

Fraud

Mr. Stemlar, chair of the Fraud Task Force (Task Force), resumed a discussion of the
materials for Agenda Item 3, Proposed Statement on Auditing Standards No. 99,
Consideration of Fraud in a Financial Statement Audit, that was not completed at the July
2008 ASB meeting due to time constraints. The Task Force prepared a draft document in
revising SAS No. 99, Consideration of Fraud in a Financial Statement Audit (AICPA,
Professional Standards, vol. 1, AU sec. 316), with the objective of converging that
standard with ISA 240 (Redrafted), The Auditor’s Responsibilities Relating to Fraud in
an Audit of Financial Statements, which was approved in December 2006. The guidance
in ISA 240 (Redrafted) is based on extant AU section 316. The proposed SAS is less
prescriptive than extant AU section 316 in that certain requirements have been changed
to application and explanatory material. The ASB directed the Task Force to:
•

Consider whether paragraph 15 needs to be revised to include some of the
bulleted items in paragraph A12 as part of the requirement. The perception is that,
as written, paragraph 15 lessens the requirement in extant AU section 316. It is
also suggested that this be considered in light of the PCAOB Release No. 2007001, “Observations on Auditors’ Implementation of PCAOB Standards Relating
to Auditors’ Responsibilities With Respect to Fraud.”

•

Revise paragraph 22 to better align with extant AU section 316.29 and clearly
state that the auditor should perform analytical procedures as part of planning and
to also perform analytical procedures relating to revenue, and delete everything in
paragraph 34 after “due to fraud.”

•

Consider whether paragraph 24 needs to be revised to better align with extant AU
section 316.19 and include an auditor requirement to identify risk directly rather
than identifying risk based on other reports.

•

Consider whether the last sentence in paragraph 25 seems out of context and
should perhaps be moved to application guidance because it is included as a
requirement in AU section 314 (Redrafted), Identifying and Assessing the Risks of
Material Misstatement Through Understanding the Entity and Its Environment. A
suggested alternative is to retain the sentence, reference it to AU section 314
(Redrafted), and include extant AU section 316.68 as application material in order
to capture the description of risk at the financial statement level versus the
assertion level.
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•

Revise paragraph 27 to be more specific about the auditor requirement pertaining
to evaluating whether controls mitigate or exacerbate fraud risks and consider
including extant AU section 316.44a and b as application material.

•

Consider revising paragraph 28 because it could be interpreted, as written, to
impose a response to address the assessed risks of material misstatement due to
fraud at the financial statement level even when one isn’t warranted.

•

Determine whether “bias,” as used in paragraph 29(b) of the proposed SAS, needs
additional guidance with regard to the application of accounting principles. It is
suggested to determine whether ISAs 540 (Revised and Redrafted), Auditing
Accounting Estimates, Including Fair Value Accounting Estimates, and Related
Disclosures, and 700 (Redrafted), The Independent Auditor’s Report on General
Purpose Financial Statements, can be referenced if this term is adequately
handled in this context.

•

Delete “and focus” from paragraph 32(a)(v), and revise paragraph 32(b) to read
“Review accounting estimates, including those that are significant and highly
sensitive, …”.

•

Change “evaluation of materiality” to “consideration of materiality” in paragraph
35. It is suggested that the Task Force also either change the definition of “fraud”
in the proposed SAS to remove the notion of materiality, or leave it as drafted.
The ASB favors leaving the definition as drafted.

•

Revise paragraph 40 to include the phrase “, even if considered inconsequential,”
after “communicate these matters,” given the definition of “fraud”. The same
phrase needs to be added before “involving” to the end of the lead in sentence in
paragraph 41.

•

Revise the first sentence in paragraph 43 to change the phrase “whether there is a
responsibility” to “whether there is an auditor responsibility”.

•

Remove “audit” before “risks of fraud” from the last paragraph in paragraph A38.

•

Delete the examples from paragraph A47 if they’re included elsewhere in the
proposed SAS.

•

Consider including extant AU section 316.72 in the application material, or within
an appendix. Similarly, it is suggested to incorporate extant AU section 316.77a
into the proposed SAS.

•

Correct the term “material deficiencies” to “significant deficiencies and material
weaknesses” in the second bullet, and the term “material deficiencies” to
“material weaknesses” in the last bullet, in paragraph A64, and to correct this
term throughout to “significant deficiencies” or “material weaknesses” or both, as
appropriate.

•

Revise the end of the second sentence in paragraph A65 to “… statute, regulation,
or courts of law, or waived by agreement.”

•

Reconsider whether to include the Attachment, “Managing the Business Risk of
Fraud: A Practical Guide,” that would immediately follow the proposed SAS,
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particularly since it is proposed to include only through the Executive Summary
and reference the reader to the entire document, which contains 80 pages of
guidance. Because there needs to be a comfort level with all of the guidance, it
was agreed not to include this Attachment. However, the Task Force could select
certain items for inclusion in the proposed SAS.
4.
Initial Engagements
Due to time constraints, this agenda item was deferred to a future meeting.
5.
Communications
Mr. Montgomery, Chair of the Communications Task Force, led the discussion of the
proposed SAS, The Auditor’s Communication With Those Charged With Governance
(Redrafted). The proposed SAS had been exposed for comments with the comment
period ending on June 30, 2008.
The ASB reviewed the changes made to the proposed SAS and directed the Task Force
to:
• Conform the definitions to those in ISA 260, which were changed by conforming
amendment.
• Paragraphs 12 and A24, continue to place “significant” to modify “accounting
practices”, not “qualitative aspects”. This is not intended to be a difference from
the ISA; on the contrary, the ASB believes that this more clearly conveys the
intent of the ISA.
• Paragraph 13, conform to the language in ISA 450.
• Paragraph 17, change “is required to” to “should” and move reference to AU 532
to a footnote.
• Paragraph A5, make certain editorial changes.
• Paragraph A16, add “with those charged with governance”.
• Paragraph A27, add “The auditor is not required to accumulate misstatements that
the auditor believes are trivial” and a footnote reference to AU section 312.
• A30, change “retention” to “appointment” to be consistent with the ISA and
change “the application of accounting principle and auditing standards” to
“accounting practices and the application of auditing standards”.
The ASB voted to ballot for issuance as a final standard.

6.
Internal Control
Keith Newton, Chair of the Internal Control Task Force, led the ASB in a discussion of a
revised draft of a proposed Statement on Standards for Attestation Engagements (SSAE)
that would establish requirements and provide guidance to auditors performing an
examination of a nonissuer’s internal control over financial reporting in an integrated
audit. An integrated audit is an examination of an entity’s internal control and an audit of
its financial statements. The proposed SSAE, An Examination of an Entity’s Internal
Control Over Financial Reporting That Is Integrated With an Audit of Its Financial
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Statements, would replace extant AT section 501, Reporting on an Entity’s Internal
Control Over Financial Reporting, and is based on Public Company Accounting
Standards Board (PCAOB) Auditing Standard (AS) No. 5, An Audit of Internal Control
Over Financial Reporting That is Integrated with an Audit of Financial Statements. The
ASB directed the task force to:
•

Insert a footnote at the end of paragraph 1 stating that:
Certain regulatory bodies require the examination of internal control and
the audit of the financial statements to be performed by the same auditor.
There are difficulties inherent in integrating the examination of internal
control and the audit of the financial statements to meet the requirements
of this SSAE when the audit of the financial statements is performed by a
different auditor. In such circumstances, the requirements of this SSAE,
nevertheless, apply.

•

Replace the word “would” with the word “should” In paragraph 3.

•

In paragraph 4(d), delete the words “for use by service auditors”

•

In the definition of “significant deficiency” in paragraph 7, delete the words “in
the auditor’s professional judgment.”

•

In paragraph 14, state that management is responsible for identifying and
documenting the controls and the control objectives they were designed to
achieve.

•

In paragraph 16, insert the words, “identifying and reporting deficiencies to
appropriate individuals within the organization,” after the words “timely basis,”
and move the last three sentences of the paragraph to a new paragraph.

•

Delete paragraph 17.

•

Add a sentence at the end of paragraph 23 stating that in an integrated audit, the
same risk assessment process supports both the examination of internal control
and the audit of financial statements.

•

Delete paragraph 25

•

Delete the second and third sentences of paragraph 26.

•

Insert the following after the first sentence in paragraph 26.
Many smaller entities have less complex operations. Additionally, some
larger, complex entities may have less complex units or processes. Factors
that might indicate less complex operations include fewer business lines; less
complex business processes and financial reporting systems; more centralized
accounting functions; extensive involvement by senior management in the
day-to-day activities of the business; and fewer levels of management, each
with a wide span of control.

•

Move paragraph 26 to follow paragraph 23.

•

Insert the following as new paragraph 25:
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The size and complexity of the organization, its business processes, and
business units also may affect the auditor's risk assessment and the
determination of the necessary procedures and the controls necessary to
address those risks. Scaling is most effective as a natural extension of the riskbased approach and applicable to examinations of all entities.
•

Add the following at the end of paragraph 31:
The effect of the work of others on the auditor’s work also depends on the
relationship between the risk associated with a control and the competence
and objectivity of those who performed the work. As the risk associated with a
control decreases, the necessary level of competence and objectivity decreases
as well. In higher risk areas (for example, controls that address specific fraud
risks), use of the work of others would be limited, if it could be used at all.

•

Delete the words “and implementation” at the end of paragraph 57.

•

In paragraph 95(e) delete the words “identified as part of management’s
evaluation” and insert the words “significant deficiencies or” before the words
“material weaknesses.”

•

Indicate at the end of paragraph 104 that because the objective of an examination
of internal control is to form an opinion on the effectiveness of the entity’s
internal control, the auditor should not issue a report stating that no material
weaknesses were identified during the integrated audit.

•

In paragraph 110, delete the words “expressing an adverse opinion on,” and insert
the words “is not effective because one or more material weaknesses exist” after
the words “internal control. “

•

After the second bullet in paragraph 110, add the following:
The auditor’s report need only refer to the material weaknesses described in
management’s report and need not include a description of each material
weakness, provided each material weakness is included and fairly presented in
all material respects in management’s report, as described in the following
paragraph.

•

Delete the words “unqualified or adverse” from paragraph 115.

•

Insert the word “generally” before the words “less susceptible” in paragraph 151.

•

In footnote 44, replace the words “properly described” with the words “included
and fairly presented in all material respects.”

Mr. Newton also presented a draft of a proposed Statement on Auditing Standard (SAS)
that would conform the definitions in AU section 325, Communicating Internal Control
Related Matters Identified in an Audit, of the various kinds of deficiencies in internal
control and the related guidance for evaluating such deficiencies with the definitions and
guidance in the proposed SSAE. In addition to eliminating differences within the
AICPA’s standards, the proposed SAS would also align these definitions with those used
by the PCOAB in AS No. 5. The ASB directed the task force to:
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•

Delete the words “in the auditor’s professional judgment,” in the definition of
significant deficiency in paragraph 7 to conform that definition with the one in
proposed AT section 501.

•

Delete paragraph 15 and move the discussion of compensating controls to
paragraph 14.

•

Revise paragraph 14 so that the setup is one in which the auditor is testing the
operating effectiveness of controls or performing substantive procedures and
obtains evidence that a control is not operating effectively.

•

Indicate in paragraph 14 that the auditor may consider the effects of compensating
controls related to a deficiency in operating effectiveness if he or she tests the
operating effectiveness of the compensating control.

•

Delete the statement in paragraph 25 indicating that the auditor should not issue a
communication that no material weaknesses were identified in the audit unless
such a communication is required by law or regulation for submission to a
governmental authority. Make the same change to the second illustrative
communication in Exhibit A.

•

Because the auditor’s communication regarding internal control related matters is
only a byproduct of the audit, revise the first illustrative communication in
Exhibit A to state that there can be no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified.

The ASB voted to ballot the standard for issuance as a final standard.

7.
Risk Assessment
Mr. Schubert, Chair of the Risk Assessment Standards Task Force, led a discussion of
• proposed SAS, Audit Risk and Materiality in Conducting an Audit, based on ISA
320 (Revised and Redrafted), Materiality in Planning and Performing an Audit,
and
• proposed SAS, Evaluation of Misstatements Identified during the Audit, based on
ISA 450 (Revised and Redrafted), Evaluation of Misstatements Identified during
the Audit.
Mr. Schubert explained that the material in the two proposed SASs is currently in extant
AU section 312, Audit Risk and Materiality in Conducting an Audit. The content in AU
312 dealing with the concept of audit risk is now covered by the new proposed SAS,
Overall Objectives.
Following is a summary of the most significant issues discussed at the meeting:
Audit Risk and Materiality
• Paragraph 4 – the ASB did not agree with the task force’s recommendation to
amend the ISA definition of materiality. The ASB expressed the concern that the
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proposed definition is too narrow and should be broader. This is because in U.S.
there are other frameworks, e.g. GASB, which define materiality.
•

Paragraph 9 – The ASB challenged the definition of materiality and directed the
task force to consider the definition in IFRS.

•

Paragraph 10 - The task force recommended amending this paragraph to add a
requirement of the auditor to consider audit risk with the intent of operationalizing
the audit risk model. The ASB disagreed with this recommendation because it is
a basic concept underlying the audit process and is not necessary. AU 318
already has a requirement of the auditor to perform procedures to respond to the
risks of material misstatement at the assertion level

•

Paragraph A2 – The ASB expressed concern that the reference to legislative and
regulatory requirements in this paragraph could be misleading and could
potentially broaden the auditor’s responsibility. In addition, the ASB suggested
that this paragraph should refer to the component unit as well to be consistent
with the proposed SAS, Overall Objectives.

•

Paragraph A4 -The task force recommended adding an additional example of
asset based benchmarks. The ASB concluded that this additional example is not
necessary.

Evaluation of Misstatements
• Mr. Schubert explained that, as redrafted, paragraph 5 is now a presumptive
requirement. Extant AU 312 reflects a mandatory requirement. The ASB
expressed no concern about the apparent dilution of the requirement and believes
that the requirement is stated appropriately.
•

With respect to the task force’s recommendation to amend paragraph 8 to retain
extant content which requires auditor to request management to take certain
actions whenever the auditor identifies a misstatement, the ASB expressed
concern about the placement of the paragraph and directed the task force to
reconsider the paragraph location.

•

The ASB agreed with the task force to delete paragraphs 13 and 14 which deal
with the auditor’s communication responsibilities to communicate to those
charged with governance and paragraph 14 which deal with management
representations. The content of these paragraphs are covered in other standards.

The Task Force plans to bring revised drafts to the ASB at its meeting in October.

8.

Financial Statements Prepared for Use in Other Countries

Mr. Conn, Chair of the Financial Statements Prepared for Use in Other Countries Task
Force (Task Force), led a discussion of the materials for Agenda Item 8, Financial
Statements Prepared for Use in Other Countries. The objective of the Task Force was to
redraft AU Section 534, Financial Statements Prepared for Use in Other Countries, in
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accordance with the clarity conventions. It was noted there is no corresponding ISA. In
a discussion of the draft of the proposed SAS and related issues, the ASB directed the
Task Force to:
•

Retain the reference to “performance standards” as the term is used to summarize
the extant “general and fieldwork” standards and as this SAS may be the only
place an auditor looks for requirements when reporting on financial statements
prepared for use in other countries, and define “performance standards” in
paragraph 10.

•

Throughout the proposed SAS, change references to “accounting principles
generally accepted” to “financial reporting framework.”

•

Retain as application material the extant requirement, “should consider
consulting” with persons having expertise in auditing and accounting standards of
the other country.

•

Revise paragraph 12 to include missing concepts of AU534 Interpretation No. 3.

•

Revise paragraph 1 to include references to the other designated bodies to
establish accounting principles generally accepted in the United States, pursuant
to Rules 202, Compliance With Standards, and 203, Accounting Principles, of the
Code of Professional Conduct [ET sections 202.01 and 203.01]. In addition, the
SAS should mention the other bodies (e.g. FASB, GASB, etc...) rather than just
utilize a footnote. Task force to consider as application material.

•

Revise paragraphs 1 and 2 to delete the word “independent” as it is unnecessary.

•

Revise paragraph 2 to delete the word “who” as it is considered unnecessary.

•

Revise paragraph 4, as it is unclear that AU508 doesn’t apply, by referring the to
paragraph 18 for requirements when distribution is limited in the United States.

•

Revise paragraph 11 to reference application material “A1-A3” as A1 applies to
both paragraphs 10 and 11.

•

Revise the requirement in paragraph 12 to “…the auditor should understand and
comply…” because, in addition to complying with relevant auditing standards, the
auditor should “understand” those relevant auditing standards.

•

Move the last sentence of paragraph 12 to application material.

•

Delete the first sentence and following “therefore”, in paragraph 14, as it does not
provide a requirement and is general information.

•

Move the second and third sentence of paragraph 15d to application material and
change the “should” to “is required to” as the statement is duplicative concept of
first sentence.

•

Revise paragraph 16 to require the auditor to identify the other country in the
report.

•

Move paragraph A6 to paragraph 13 in the requirements section of SAS.
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•

Clarify the following phrase in paragraph A8 and reconsider its location: “.., if the
financial statements are to be used in a manner that permits such parties to discuss
differences from U.S. accounting and reporting practices and their significance
with the entity.”

•

Combine paragraphs A9–A11 into one paragraph as they all relate to paragraph
17.

9.

Laws and Regulations

Mr. Fritz, chair of the Laws and Regulations Task Force, led a discussion of the
substantive issues related to the proposed SAS, Consideration of Laws and Regulations
in an Audit of Financial Statements. The proposed SAS, which would supersede AU
section 317, Illegal Acts by Clients, is based on the newly issued ISA 250 (Redrafted),
Consideration of Laws and Regulations in an Audit of Financial Statements. The ASB
directed the Task Force to develop
•

language for paragraphs 10(a) and 13 that will be read and understood as
equivalent to both the language used in ISA 250 of “compliance with the
provisions of those laws and regulations generally recognized to have a direct
effect on the determination of material amounts and disclosures in the financial
statements” and the language in extant AU 317 of “illegal acts having a direct and
material effect on the determination of financial statement amounts”.

•

examples of laws that fall into “bucket A” (direct effect on the determination of
material amounts and disclosures in the financial statements) and “bucket B” (no
direct effect on the determination of material amounts in the financial statements
but non-compliance may have a material effect), including examples of laws that
may be in either bucket depending on the circumstances.

The Task Force plans to bring a revised draft to the ASB at its meeting in October.

Other Items
Interim Financial Information
Mr. Landes advised the ASB that since the ASB’s July 2008 meeting, a concern has
arisen with respect to the stated applicability of the proposed SAS, Interim Financial
Information, as approved for balloting at the July 2008 meeting. The concern is that as
drafted, the SAS purports to establish standards and provide guidance to a practitioner
who is engaged to review either condensed financial statements or a full set of financial
statements of a nonissuer as long as those financial statements cover a period less than a
full year or a 12-month period ending on a date other than the entity’s fiscal year end.
Requirements and guidance for reviews of unaudited financial statements or other
unaudited financial information of nonissuers are provided by Statements on Standards
for Accounting and Review Services (SSARS) as issued by the Accounting and Review
Services Committee (ARSC), which is the senior technical committee of the AICPA
designated to issue enforceable standards in connection with such engagements. The
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ASB does not have the authority to establish standards and provide guidance with respect
to such engagements.
The proposed SAS would give rise to a situation in which a practitioner could choose
between two sets of standards to perform an engagement, which is not in the public
interest. The initial intent of the project was to accommodate reviews of interim financial
information of nonissuers who offer securities pursuant to Securities and Exchange
Commission Rule 144A, participate in private equity exchanges, or otherwise have
determined to act in a manner similar to public companies with respect to interim
reporting. Accordingly, the initial intent was not to establish standards and provide
guidance with respect to a review of a complete set of financial statements.
After discussion, the ASB concluded that the proposed SAS should provide requirements
and guidance with respect to both interim condensed financial information as well as
interim complete financial statements, applicable only when there is an audit base and the
interim review engagement is performed on interim financial information that is intended
to provide a periodic update to year-end reporting. In these circumstances where there is
an audit base, Mr. Miller stated that the ASB does have the authority to establish
standards and provide guidance for the performance of an interim review.
The ASB reviewed a revised proposed SAS and voted to ballot for exposure.
Clarity
In the course of discussing other agenda items, the following clarity-related issues were
discussed:
Supplemental Materials
In response to comments received on the Supplemental Materials provided with the first
two Clarity exposure drafts, the ASB agreed that the supplemental materials for future
exposure drafts will comprise the matrix comparing the relevant ISA, the proposed SAS,
and the relevant extant AU section. A comments column will contain explanations for all
changes between the ISA and the proposed SAS. Changes in requirements from the ISA
are also explained in an exhibit to the proposed SAS, and changes from existing generally
accepted auditing standards will be described in the exposure draft explanatory memo.
The ASB directed staff that supplemental materials should be updated for final standards
and retained.
Umbrella versus Topic-Specific
There are certain matters, like documentation, communication with those charged with
governance, and management representations, that have both separate standards devoted
to that matter (“umbrella standard”), and requirements in other standards that relate to
that matter (“topic-specific standard”). Requirements relating to these matters for specific
topics – for example, representations relating to going-concern issues - can go either into
the umbrella standard (Management Representations) or the topic-specific standard
(Going Concerns).
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The ASB discussed this and concluded that requirements relating to situations ordinarily
expected to be encountered, such as representations to be obtained on every audit or
communications related to fraud, should be placed in the umbrella standard, and
requirements related to situations not expected to be encountered in every audit should be
placed in the topic-specific SAS – for example, representations about going concern
concerns.

The meeting adjourned at 5:00 pm on Thursday, August 28, 2008.
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